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administrative expenses are subject to the 2 percent floor for 
miscellaneous deductions under I.R.C. § 67(a). The regulations 
provide that costs incurred by estates or non-grantor trusts that are 
unique to an estate or trust are not subject to the 2 percent floor. For 
this purpose, a cost is unique to an estate or trust if an individual 
would not have incurred that cost in connection with property not 
held in an estate or trust. To the extent that expenses paid or incurred 
by an estate or non-grantor trust do not meet this standard, they are 
subject to the 2 percent floor of section 67(a). (Neither section 67 
nor this rule applies to expenses that are excluded under section 
67(b) from the definition of miscellaneous itemized deductions, or 
to expenses related to a trade or business.) Under the regulations, 
whether costs are subject to the 2 percent floor on miscellaneous 
itemized deductions depends on the type of services provided, rather 
than on taxpayer characterizations or labels for such services. Thus, 
taxpayers may not circumvent the 2 percent floor by “bundling’’ 
investment advisory fees and trustees’ fees into a single fee. The 
regulations provide that, if an estate or non-grantor trust pays a 
single fee that includes both costs that are unique to estates and 
trusts and costs that are not, then the estate or non-grantor trust must 
use a reasonable method to allocate the single fee between the two 
types of costs. The regulations also provide a non-exclusive list of 
services for which the cost is either exempt from or subject to the 
2 percent floor. The  regulations state that the management fees 
above what is charged to individual investors are not subject to the 
2 percent floor. See also William L. Rudkin Testamentary Trust v. 
Comm’r, 552 U.S. 181 (2008), aff’g, 467 F.3d 149 (2d Cir. 2006), 
aff’g, 124 T.C. 304 (2005) (investment advice fees were subject to 
Section 67(a) 2 percent limitation); Notice 2011-37, 2011-1 C.B. 
785 (interim guidance on treatment under I.R.C. § 67 of investment 
advisory costs and other costs subject to 2 percent floor under I.R.C. 
§ 67(a) that are integrated as part of one commission or fee paid 
to trustee or executor (“Bundled Fiduciary Fee”) and are incurred 
by a trust other than a grantor trust or estate). 79 Fed. Reg. 26616 
(May 9, 2014).
 ALLOCATION OF BASIS FOR DEATHS IN 2010. The 
decedent died in 2010 and the executor retained a tax professional 
to advise on estate tax matters including the necessity to file a 
Form 8939, Allocation of Increase in Basis for Property Acquired 
from a Decedent. At death the decedent owned all the interests 
in a closely held company; however, on Form 8939, the tax 
professional reported only a partial interest in the company owned 
by the decedent. On the Form 8939, the estate reported that the 
decedent had unrealized losses from the interests in the company 
and allocated these losses as additional basis to other property 
reported on the Form 8939 pursuant to I.R.C. § 1022(b)(2)(C)(ii) 
and 165(c)(2).  However, since the tax professional believed that 
the decedent owned a percent (instead of all) of the interests in 
the company, the professional allocated only the same percent of 
the losses to the other properties reported on the Form 8939. After 
the form was filed, the executrix discovered the error and filed for 
an extension of time to file an amended Form 8939 to correct the 
BANkRUPTCy
FEDERAL TAX
 DISCHARGE.  The debtor failed to file an income tax return 
for 2001 and the IRS filed a notice of deficiency in 2006 based on 
a substitute return constructed from third party information. After 
the debtor failed to appeal the deficiency notice, the IRS assessed 
taxes based on the substitute return later in 2006. In May 2009 the 
debtor filed the 2001 return, in December 2011 the debtor filed 
for Chapter 7, and in May 2012 the debtor received a discharge. 
The Bankruptcy Court had held that the untimely filed return was 
sufficient to meet the requirements of Section 523(a)(1)(B)(i) 
because it was a complete and valid, although untimely filed, return. 
The appellate court reversed, holding that a post-assessment return 
filed years after the IRS assessed the taxes and began collection 
activities was not a return which met the requirements of Section 
523(a)(1)(B)(i); therefore, the taxes were nondischargeable. In re 
Smith, 2014-1 U.S. Tax Cas. (CCH) ¶ 50,274 (N.D. Calif. 2014).
FEDERAL FARM
PROGRAMS
 ORGANIC FOOD. The AMS is announcing the availability of 
a final guidance document intended for use by accredited certifying 
agents and certified organic operations. The final guidance 
document is entitled: Products Made with Organic (Specified 
Ingredients or Food Group(s)) Products--Product Composition and 
Use of Percentage Statements (NOP 5032). 79 Fed. Reg. 24527 
(May 1, 2014).
 SPECIALTy CROPS PROGRAM. The CCC has adopted 
as final regulations which amend an existing provision in the 
regulations for the Technical Assistance for Specialty Crops 
Program (TASC). Section 3205 of the Agricultural Act of 2014 
enacted on February 7, 2014, amended the existing TASC statute by 
striking “related barriers to trade” and inserting “technical barriers 
to trade” and the final rule makes the corresponding change to the 
TASC regulations. 79 Fed. Reg. 25661 (May 6, 2014).
 FEDERAL ESTATE
AND GIFT TAXATION
 ADMINISTRATIVE EXPENSES. The IRS has adopted as 
final regulations concerning which estate and non-grantor trust 
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error Notice 2011-66, 2011-2 C.B. 184 section I.D.1, provides 
that the IRS will not grant extensions of time to file a Form 8939 
and will not accept a Form 8939 filed after the due date except in 
four limited circumstances. The IRS noted that one exception in 
section I.D.2 permits an executor to apply for relief to supplement a 
timely filed Form 8939 under Treas. Reg. § 301.9100-3 to allocate 
a basis increase (as defined in § 4.02(1) of Rev. Proc. 2011-41) 
that has not previously been validly allocated. However, the 
IRS ruled that relief may be granted only if after filing the Form 
8939, the executor discovers additional property to which any 
remaining basis increase could be allocated; therefore, because 
no additional estate property was discovered, the IRS denied 
relief. Query: neither the ruling nor Notice 2011-66, discuss the 
definition of “additional property” and whether additional interests 
in a company would meet the definition of “additional property.” 
However, Notice 2011-66 does speak in terms of the executor 
discovering additional property and the facts of this ruling are 
that the executor was aware of the decedent’s full ownership of 
the company.   Ltr. Rul. 201418002, Dec. 23, 2013.
 GENERATION SkIPPING TRANSFERS. The decedent died 
before September 25, 1985 and the decedent’s will provided for 
the residue of the estate to pass to a trust under which the income 
was to be distributed to a charity for a set number of years, with 
the remainder to pass to three trusts one each for the decedent’s 
three children and families. The trustees had the discretion to pay 
the income and principal of each trust to the beneficiary child, the 
child’s spouse, or the child’s issue in any amount that the trustee 
may deem to be for the beneficiaries’ best interests. Upon the death 
of the child, the trustee is to pay over the then remaining principal 
amount of the trust to the surviving spouse, or issue of the child 
in such amounts as may be directed in the child’s will. The child 
is expressly excluded from directing that any portion of the trust 
be distributed to that child’s estate, the child’s creditors, or the 
creditors of the child’s estate. All three trusts owned an interest in 
an LLC among other assets. The trust divided into two trusts each, 
one with the interest in the LLC and the second with all the other 
assets of the original child’s trust. The IRS ruled that all six trusts 
would not be subject to GSTT, none of the beneficiaries would 
be treated as making a gift for gift tax purposes as a result of the 
trust partitions, and none of the partitions would result in taxable 
income to the beneficiaries. Ltr. Rul. 201418017, Dec. 30, 2013; 
Ltr. Rul. 201418031, Dec. 30, 2013; Ltr. Rul. 201418032, Dec. 
30, 2013.
 The taxpayer was the beneficiary of an irrevocable trust created 
prior to September 25, 1985. The taxpayer received all income from 
the trust and the trustee had the discretion to distribute principal 
as the trustee determined to be necessary for the taxpayer’s 
maintenance, support, or education, including medical and related 
expenses for physical or mental illness or difficulty and expenses 
of invalidism. The taxpayer had an inter vivos and testamentary 
power of appointment over the trust estate to any living issue of 
the grantor who was not a beneficiary of another trust created by 
the grantor. The taxpayer also could not appoint the trust property, 
directly or indirectly, to the taxpayer or to the taxpayer’s creditors, 
estate, or creditors of the estate. The remainder interest holders 
were the issue of the grantor and the trust terminated 21 years 
after the death of the last issue living at the creation of the trust. 
The taxpayer appointed the trust estate in trust to the taxpayer’s 
child. The trust provided that the taxpayer would continue to 
receive the trust income and the trustee had the discretion to 
distribute principal as the trustee determined to be necessary 
for the taxpayer’s maintenance, support, or education, including 
medical and related expenses for physical or mental illness or 
difficulty and expenses of invalidism.  The new trust also had 
the provision that the trustee could distribute up to $50,000 of 
trust principal annually for any reason. The new trust granted 
the child a power to appoint the trust after the taxpayer’s death 
and provided that the trust would terminate under the terms of 
the original trust. The IRS ruled that the appointment did not 
subject either trust to GSTT. Ltr. Rul. 201418005, Dec. 12, 
2013.
 The original trust was funded with stock of a farm corporation 
when the trust was established prior to September 25, 1985. The 
beneficiaries were the grandchildren of the grantor, although as 
per a court order, the pool of beneficiaries was not closed because 
the court found that the root generation was the children of the 
grantor, thus allowing the number of beneficiaries to increase 
by birth or adoption by the grantor’s children. The current 
beneficiaries also owned shares of the farm corporation outright. 
In a settlement of litigation, the beneficiaries and trustees agreed 
to split the original trust into four separate trusts with the same 
terms of the original trust except each new trust had one or two 
of the original beneficiaries.   The IRS ruled that the division of 
the trust would not subject the trusts to GSTT; would not result 
in any taxable gift, taxable income or loss; and would not change 
the basis or holding period in any assets held by the trusts. Ltr. 
Rul. 201418007, Dec. 19, 2014.
 The grantors established three trusts, one for each of their three 
grandchildren. The trusts were identical except that the third 
trust restricted distributions of income and principal and the first 
two trusts did not give trustees the right to alter or change the 
names and order of successor trustees. The grantors allocated 
their GST exemption amount to the trusts such that they had an 
exclusion ratio of zero. The trust were amended to make their 
terms identical except for the beneficiary. The IRS ruled that 
the modifications did not make the trusts subject to GSTT. The 
IRS noted that the regulations pertained only to grandfathered 
pre-September 25, 1985 trusts, but the provisions would also 
apply to trusts which were exempt because of the allocation of 
the GST exemption amount. The IRS ruled that the modifications 
did not cause the trust principal to be included in the grantors’ 
estates nor did any taxable gift result from the modifications. 
Ltr. Rul. 201417001, Dec. 10, 2013; Ltr. Rul. 201417002, Dec. 
10, 2013. 
 LIENS. Although the first sentence does not engender much 
confidence, a short Chief Counsel Advice letter states: “I think 
everything about estate tax liens is confusing. But I think I 
understand what you are getting mixed up: 1. The training 
material talking about where we can levy without a court 
proceeding or transferee assessment is talking about our general 
levy authority to levy property subject to a lien. Which means we 
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can levy property that was not divested from the general section 
6324(a)(1) estate tax lien upon transfer to heirs/beneficiaries. The 
general estate tax lien remains upon property when it is transferred 
unless it is divested as provided in 6324(a)(2) (nonprobate 
property) or (a)(3) (probate property). We can also levy property 
based upon the ‘like lien’ that arises under 6324(a)(2). 2. If we 
are collecting based upon the personal liability that arises under 
(a)(2), rather than based upon an estate tax lien, then we do need 
either a suit or transferee assessment. The below excerpt is from 
the GL training materials (chapter 2 on liens and special liens) 
which provides a good outline of estate tax lien stuff. The statute 
of limitations applicable to the personal liability established by 
section 6324(a)(2) is not the 10-year period from the date of 
death set forth in section 6324(a)(1); rather, it is 10 years from 
the date the assessment is made against the estate upon the filing 
of the estate tax return in accordance with section 6502(a). The 
section 6324(a)(2) personal liability arises independently from 
the estate tax lien; accordingly, it may be collected within the 
ordinary collection period of 10 years from the date of assessment. 
A separate assessment against the transferees is not required. See 
United States v. Bevan, No. 2:07-CV-1944 MCE JFM PS, 2008 
WL 5179099, at *6 (E.D. Cal. Dec. 10, 2008); United States v. 
Degroft, 539 F. Supp. 42, 44 (D. Md. 1981); Estate of Mangiardi 
v. Commissioner, T.C. Memo. 2011-24.” CCA 201418048, April 
8, 2014.
 PORTABILITy. The decedent died, survived by a spouse, on a 
date after the effective date of the amendment of I.R.C. § 2010(c), 
which provides for portability of a “deceased spousal unused 
exclusion” (DSUE) amount to a surviving spouse. To obtain 
the benefit of portability of the decedent’s DSUE amount to the 
spouse, the decedent’s estate was required to file Form 706, United 
States Estate (and Generation-Skipping Transfer) Tax Return, on 
or before the date that is 9 months after the decedent’s date of 
death or the last day of the period covered by an extension. The 
decedent’s estate did not file a Form 706 to make the portability 
election. The estate discovered its failure to elect portability after 
the due date for making the election. The spouse, as executrix of 
the decedent’s estate, represented that the value of the decedent’s 
gross estate is less than the basic exclusion amount in the year 
of the decedent’s death and that during the decedent’s lifetime, 
the decedent made no taxable gifts. The spouse requested an 
extension of time pursuant to Treas. Reg. § 301.9100-3 to elect 
portability of the decedent’s DSUE amount pursuant to I.R.C. § 
2010(c)(5)(A). The IRS granted the estate an extension of time 
to file Form 706 with the election. Ltr. Rul. 201418009, Dec. 17, 
2013; Ltr. Rul. 201418014, Dec. 17, 2013; Ltr. Rul. 201418023, 
Dec. 17, 2013.
FEDERAL INCOME 
TAXATION
 ACCOUNTING METHOD. The IRS has issued a revenue 
procedure which provides procedures by which a taxpayer 
obtains the consent of the Commissioner under I.R.C. § 446(e) 
to (1) change the method of accounting for royalties described in 
Treas. Reg. § 1.263A-1(e)(3)(ii)(U)(2), (2) change the method of 
accounting for sales-based vendor chargebacks described in Treas. 
Reg. § 1.471-3(e)(1), or (3) change the simplified production 
method or simplified resale method for costs allocated only 
to inventory property that has been sold, to comply with final 
regulations under I.R.C. §§ 263A and 471. Rev. Proc. 2014-33, 
I.R.B. 2014-22.
 BAD DEBTS. The taxpayer owned an LLC which invested 
money in a real estate development company with an unrelated 
person. The parties created 12 promissory notes with interest 
rates as high as 40 percent and payable in one balloon payment 
at maturity.  Each note was identified with specific real estate 
projects but none of the notes was secured by the real estate 
involved. The partner eventually filed for bankruptcy and received 
a discharge on the note. The taxpayer claimed a bad debt deduction 
for the discharged amounts. The court held that the notes were 
contributions to capital and not bona fide debt obligations between 
a debtor and creditor; therefore, the losses on the notes were not 
deductible as bad debt losses.  Chapman v. Comm’r, T.C. Memo. 
2014-82
 BUSINESS EXPENSES. The taxpayer was a mechanical 
engineer with a business that operated in South America. The 
taxpayer claimed a business deduction for contracted labor 
expenses for a consultant from San Salvador. The taxpayer 
claimed that the expenses were paid in cash from loans from 
friends and family members and cash-on-hand. The taxpayer 
provided hand-written receipts from the consultant but the court 
found the receipts unreliable. The court noted that the taxpayer 
did not provide testimony or affidavit from the contractor as to the 
payment for the expenses. Thus, the court held that the deduction 
for the contracted labor expenses was properly denied for lack of 
substantiation. Van Velzor v. Comm’r, T.C. Memo. 2014-71.
 The taxpayer operated three businesses through three wholly-
owned entities. Two of the businesses had opposing busy seasons 
and one entity paid the other for labor services provided by the 
employees of the business entity during slow business seasons. 
The first entity claimed the payments as a deduction for contract 
labor. The IRS argued that the payment was not an ordinary and 
necessary business expense but the court held that the taxpayer 
demonstrated that the second entity did provide labor services for 
the first entity for business purposes and allowed the deduction 
for contract labor expenses. The taxpayer arranged for credit 
card accounts held by the taxpayer’s mother to be assigned to 
the entities for their business expenses. The taxpayer claimed 
the interest on the credit card balances as an interest expense 
deduction. The court held that the taxpayer failed to prove that the 
interest payments were not obligations of the mother because the 
taxpayer failed to show the business use of the funds. Chapman 
v. Comm’r, T.C. Memo. 2014-82.
 CORPORATIONS.
 ACCOUNTING METHOD. The taxpayer owned 100 
percent of the issued and outstanding membership interests of 
a disregarded single member limited liability company engaged 
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in providing services. That company in turn owned 100 percent 
of the issued and outstanding membership interests of a second 
company, also a disregarded single member limited liability 
company. The first company sold its entire interest in the 
second company to a third unrelated company for a set amount, 
assumption of liabilities and payments contingent on actions by 
the buyer. The taxpayer requested a ruling that it be permitted 
to use an alternative method of basis recovery under Treas. Reg. 
§ 15A.453-1(c)(7)(ii) to report payments from the contingent 
payment sale because the normal basis recovery rule set forth 
in Treas. Reg. § 15A.453-1(c)(3)(i) would substantially and 
inappropriately defer recovery of basis based on the taxpayer’s 
historic growth rate. Pursuant to Treas. Reg. § 15A.453-1(c)(7)
(ii), the taxpayer asserted that its proposed alternative method 
of basis recovery was a reasonable method of ratably recovering 
basis, and that over time the taxpayer likely will recover basis 
at a rate at least twice as fast as the rate at which basis would 
have been recovered under the otherwise applicable normal basis 
recovery rule. Under the taxpayer’s proposed alternative method, 
the taxpayer would allocate the ratio of basis to each installment 
payment in the same ratio as that installment payment was to the 
estimated amount of aggregate payments to be received by the 
taxpayer during the 7-year term of the installment obligation. 
The IRS ruled that the alternate basis recovery method was a 
reasonable method of ratably recovering basis, and that the use 
of the proposed alternative method of basis recovery will result 
in basis recovery at a rate more than twice as fast as the rate at 
which basis would be recovered under the normal basis recovery 
rules. Ltr. Rul. 201417006, Jan. 8, 2014.
 REORGANIZATIONS. The IRS has issued proposed 
regulations under I.R.C. § 381 which modify the definition of an 
acquiring corporation for purposes of I.R.C. § 381 with regard to 
certain acquisitions of assets in corporate reorganizations. The 
proposed I.R.C. § 381 regulations provide that, in a transaction 
described in I.R.C. § 381(a)(2), the acquiring corporation is 
the corporation that directly acquires the assets transferred by 
the transferor corporation, even if the transferee corporation 
ultimately retains none of the assets so transferred. The current 
regulations under I.R.C. § 381 yield an identical result, except 
when a single controlled subsidiary of the direct transferee 
corporation acquires all of the assets transferred by the transferor 
corporation pursuant to a plan of reorganization. In that case, 
the current regulations treat the subsidiary as the acquiring 
corporation, a result that effectively permits a taxpayer to choose 
the location of a transferor corporation’s attributes by causing 
the direct transferee corporation either to retain or not to retain a 
single asset. 79 Fed. Reg. 26190 (May 7, 2014).
 HOBBy LOSSES. The taxpayer engaged in racehorse 
breeding and racing activities. The court held that the taxpayer 
engaged in the activity with an intent to make a profit for two of 
the four years involved because (1) the activity was carried on 
in a businesslike manner because the taxpayer made significant 
changes in the operation under the advice of experts and used 
cost-saving and income-expanding efforts to increase profits and 
decrease losses; (2) the taxpayer sought the advice of experts in all 
aspects of the activity and gained significant personal knowledge 
of the industry; (3) the taxpayer invested significant amounts 
of personal time and effort in the activity; (4) the taxpayer had 
reasonable expectations of appreciation in the value of the horses 
and facilities involved; (5) the taxpayer had been successful in 
several other businesses built from scratch; (6) the losses were the 
result of events beyond the taxpayer’s control, including loss of 
horses from lightning strikes; and (7) the taxpayer did not receive 
much personal pleasure or recreation of the activity. The court 
held that the first two years of the activity were not carried on 
with the intent to make a profit primarily because the taxpayer 
did not make any significant changes in the operation and had 
not yet hired experts to guide the business. Roberts v. Comm’r, 
T.C. Memo. 2014-74.
 INNOCENT SPOUSE RELIEF. The taxpayer and former 
spouse filed joint tax return for 2007 in early 2010. The taxpayer 
did not participate in the preparation of the return, did not sign 
the return, but did not object or disavow the return. The couple’s 
finances were handled primarily through the former spouse’s 
business account. Although the taxpayer was not an employee 
of the spouse’s business, the taxpayer provided some office 
services for the company but did not manage the finances. The 
taxpayer initially argued that the couple did not file a joint return 
because the taxpayer failed to sign the return. The court held 
that the missing signature did not matter if the couple intended 
to file the return jointly, which was found in this case. The court 
held that statutory innocent spouse relief was not available to the 
taxpayer because the deficiency resulted from underpayment of 
income tax reported on the return. Statutory relief was available 
only where the deficiency resulted from an understatement of 
income. The court held that the taxpayer met the requirements 
of equitable relief under Rev. Proc. 2013-34, 2013-2 C.B. 399 
because (1) at the time the IRS made the determination regarding 
the request for relief, the taxpayer was no longer married; (2) at 
the time the return was filed the taxpayer did not know or have 
reason to know that the full tax liability would not be paid; and 
(3) the taxpayer would suffer economic hardship if relief were not 
granted. Corbisiero v. Comm’r, T.C. Summary Op. 2014-42.
 LIMITED LIABILITy COMPANy. The IRS had issued a 
Notice of Final Partnership Administrative Adjustment against an 
LLC taxed as a partnership. The LLC argued that the FPAA was 
filed more than three years after the tax return was due; therefore, 
the FPAA was barred by the three-year statute of limitations. The 
IRS presented two arguments as to why the six-year statute of 
limitations applied: (1) the sale of the LLC was a sham and caused 
recognition of all gains, and (2) the LLC overstated its basis in the 
LLC assets, causing an underreporting of income from the sale. 
The Tax Court held that the overstatement of basis was not  an 
omission of gross income and the three-year statute of limitation 
applied. The Tax did not rule on the other argument. On appeal 
the appellate court reversed in an opinion designated as not for 
publication, holding that the Tax Court should have addressed 
the first argument of the IRS. The appellate court deferred to the 
Tax Court expertise to judge the validity of the IRS argument. 
Beverly Clark Collection, LLC v. Comm’r, 2014-1 U.S. Tax 
Cas. (CCH) ¶ 50,273 (9th Cir. 2014).
NUISANCE
 RIGHT-TO-FARM. The plaintiffs owned land-locked rural 
land which was used for hunting and other recreational purposes. 
The plaintiffs owned an ingress/egress easement over which a 
gravel road existed to provide access to their land. The easement 
crossed land owned by the defendants. The plaintiffs filed suit for 
abatement of nuisance against the defendant owners of the land and 
their tenant who raised cattle on the property. The plaintiffs alleged 
that the tenant damaged the road by allowing cattle to roam over 
the road and by driving heavy farm machinery over the road. The 
plaintiffs also alleged that the cattle were fed close to the easement, 
resulting in mud, manure and “attendant odors” that created a 
private nuisance. The defendants argued that the Tennessee right-
to-farm statute, Tenn. Code § 43-26-103, prohibited the action. 
The trial court agreed and dismissed the case for failure to state a 
claim upon which relief can be granted. The court found that the 
statute affords the owner or operator of the farm or farm operation 
the rebuttable presumption that the farm or farm operation is not 
a nuisance unless there is expert evidence the farm operation 
does not conform to generally accepted agricultural practices or 
that the farm or farm operation does not comply with applicable 
statutes or regulations. The appellate court upheld the trial court’s 
ruling as to the nuisance claim because the plaintiffs did not allege 
that the defendants’ farm did not comply with generally accepted 
agricultural practices. However, the court reversed the trial court, 
holding that the plaintiff’s claim, although worded as only a 
nuisance claim, included a claim for interfering with and damage 
to the easement.    The appellate court held that claim was not 
prohibited by the right-to-farm statute and the case was remanded 
to the trial court for further proceedings.  Curtis v. Parchman, 
2014 Tenn. App. LEXIS 112 (Tenn. Ct. App. 2014).
AGRICULTURAL TAX SEMINARS
by Neil E. Harl
 On the back cover, we list the agricultural tax seminars coming 
up in the spring of 2014.  Here are the cities and dates for the 
seminars later this summer and fall 2014:
  August 25-26, 2014 - Quality Inn, Ames, IA
  August 27-28, 2014 - Holiday Inn, Council Bluffs, IA
  September 4-5, 2014 - Honey Creek Resort, Moravia, IA
  September 15-16, 2014 - Courtyard Hotel, Moorhead, MN 
  September 18-19, 2014 - Ramkota Hotel, Sioux Falls, SD
  October 2-3, 2014, Holiday Inn, Rock Island, IL
  October 6-7, 2014 -Best Western Hotel, Clear Lake, IA
  October 13-14, 2014 - Doubletree Hotel, Wichita, KS
  November 24-25, 2014 - Adam’s State Univ., Alamosa, CO
 Each seminar will be structured the same as the seminars listed 
on the back cover of this issue. More information will be posted 
on www.agrilawpress.com and in future issues of the Digest.
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 PASSIVE ACTIVITy LOSSES. Although the taxpayer was 
significantly engaged in employment as an executive of a global 
company, the taxpayer purchased two residential properties which 
the taxpayer claimed were to be “flipped” after remodeling. 
However, the first property was used by the taxpayer as a residence 
and the second property was purchased with the plan to build a new 
residence for the taxpayer. The second property was rented for a 
short time after purchase but was under construction during most 
of the tax years involved. After the second property was completed, 
the first property was rented. The court held that the real property 
activity was a passive activity because the taxpayer did not actively 
engage in the buying and selling of properties, the taxpayer had 
no contemporaneous evidence of the amount of time spent on the 
activity, the residences were used for personal residences, and the 
improvements were not made in the pursuit of profit. Ohana v. 
Comm’r, T.C. Memo. 2014-83. 
 PENSION PLANS.  The taxpayer was divorced and the divorce 
decree made the taxpayer an alternate payee of the former spouse’s 
401(k) retirement plan. The taxpayer received a distribution from the 
plan and did not include that amount in taxable income for the tax 
year of receipt. The taxpayer did not roll the amount over to another 
qualified retirement plan, such as an IRA. The taxpayer argued that 
the distribution was made because the former spouse owed the 
money to the taxpayer. The court held that a distribution from the 
401(k) was taxable to the taxpayer as the alternate distributee and 
that the basis of the funds in the hands of the former spouse was zero 
and carried over to the taxpayer, making the entire amount taxable. 
The court held that the fact that the distribution was in payment of 
a debt did not alter the outcome. Weaver-Adams v. Comm’r, T.C. 
Memo. 2014-73.
 SALE OF STOCk. The taxpayer untimely filed a 2006 return 
in 2009 and reported income of $22,000 from the sale of stock 
and dividends. However, the IRS received Forms 1099 from the 
taxpayer’s brokerage firms which totaled over $14 million in 
proceeds from stock sales. The IRS filed a deficiency based on 
the reported stock sales because it had no information as to the 
taxpayer’s basis in the stock sold. The taxpayer provided some 
written documents but the Tax Court found them to be insufficient 
because they were either irrelevant to determining the cost basis 
of the stock sold or mere fragments of other court documents. The 
Tax court held that the IRS notice of deficiency was deemed the 
full amount of the capital gains from the stock sales because the 
taxpayer failed to show any basis in the stock. The appellate court 
affirmed in a decision designated as not for publication. Hoang v. 
Comm’r, 2014-1 U.S. Tax Cas. (CCH) ¶ 50,276 (11th Cir. 2014), 
aff’g, T.C. Memo. 2013-127.
 TRAVEL EXPENSES. The taxpayer operated a business 
of constructing and maintaining radio towers which required 
substantial travel by automobile. The taxpayer did not keep a log 
of specific information about all trips and most of the evidence to 
support the travel was reconstructed from calendars and receipts. 
The court characterized the evidence as inconsistent, incredible and 
often overstating the number of miles traveled; therefore, the court 
held that the taxpayer was entitled to a deduction for automobile 
travel only to the extent allowed by the IRS. Flake v. Comm’r, 
T.C. Memo. 2014-76.
 
AGRICULTURAL TAX SEMINARS
by Neil E. Harl
  Join us for expert and practical seminars on the essential aspects of agricultural tax law. Gain insight and understanding from one of the country’s 
foremost authorities on agricultural tax law.  The seminars will be held on two days from 8:00 am to 5:00 pm. Registrants may attend one or both days. 
On the first day, Dr. Harl will speak about farm and ranch estate and business planning. On the second day, Dr. Harl will cover farm and ranch income 
tax. Your registration fee includes written comprehensive annotated seminar materials for the days attended and lunch.  A discount ($25/day) is offered 
for attendees who elect to receive the manuals in PDF format only (see registration form for restrictions on PDF files). 
 May 29-30, 2014, Hilton Garden Inn Denver Airport, 16475 E. 40th Circle, Aurora, CO, ph. 303-371-9393
 June 23-24, 2014, Parke Regency Hotel, 1413 Leslie Dr., Bloomington, IL, ph. 309-662-4300
	 June	25-26,	2014,	Hilton	Garden	Inn,	8910	Hatfield	Dr.,	Indianapolis,	IN	ph.	317-856-9100
 More locations and dates listed on previous page.
 The topics include:
  
The seminar early-bird discount registration fees for current subscribers (and for each one of multiple registrations from the same firm) 
to the Agricultural Law Digest, the Agricultural Law Manual, or Farm Estate and Business Planning are $225 (one day) and $400 (two 
days).  The early-bird registration fees for nonsubscribers are $250 (one day) and $450 (two days). Nonsubscribers may obtain the 
discounted fees by purchasing any one or more of our publications. See www.agrilawpress.com for online book and newsletter purchasing.
 Contact Robert Achenbach at 360-200-5666, or e-mail Robert@agrilawpress.com for a brochure.
 Agricultural Law Press
 127 Young Rd., Kelso, WA  98626
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 Corporate-to-LLC conversions
 New regulations for LLC and LLP losses
Closely Held Corporations
 State anti-corporate farming restrictions
 Developing the capitalization structure
 Tax-free exchanges
 Would incorporation trigger a gift because of
  severance of land held in joint tenancy?
 “Section 1244” stock
    Status of the Corporation as a Farmer
 The regular method of income taxation
 The Subchapter S method of taxation, including
  the “two-year” rule for trust ownership of
  stock
 Underpayment of wages and salaries
Financing, Estate Planning Aspects and
    Dissolution of Corporations
 Corporate stock as a major estate asset
 Valuation discounts
 Dissolution and liquidation
 Reorganization
 Entity Sale
 Stock redemption
Social Security
   In-kind wages paid to agricultural labor 
Second day
FARM INCOME TAX
New Legislation
Reporting Farm Income
 Leasing land to family entity
 Constructive receipt of income
 Deferred payment and installment payment
  arrangements for grain and livestock sales
 Using escrow accounts
 Payments from contract production
 Items purchased for resale
 Items raised for sale
 Crop insurance proceeds
 Weather-related livestock sales
 Sales of diseased livestock
 Reporting federal disaster assistance benefits
 Gains and losses from commodity futures, 
  including consequences of exceeding the
  $5 million limit
Claiming Farm Deductions
 Soil and water conservation expenditures
 Fertilizer deduction election
 Depreciating farm tile lines
 Farm lease deductions
 Prepaid expenses
 Preproductive period expense provisions
 Regular depreciation, expense method
  depreciation, bonus depreciation 
 Paying rental to a spouse
 Paying wages in kind
 Section 105 plans
Sale of Property
 Income in respect of decedent
 Sale of farm residence
 Installment sale including related party rules
 Private annuity
 Self-canceling installment notes
 Sale and gift combined.
Like-kind Exchanges
 Requirements for like-kind exchanges
 “Reverse Starker” exchanges
     What is “like-kind” for realty
 Like-kind guidelines for personal property 
    Partitioning property
    Exchanging partnership assets
Taxation of Debt
 Turnover of property to creditors
 Discharge of indebtedness
 Taxation in bankruptcy.
First day
FARM ESTATE AND BUSINESS PLANNING
New Legislation 
Succession planning and the importance of
 fairness
The Liquidity Problem
Property Held in Co-ownership
 Federal estate tax treatment of joint tenancy
 Severing joint tenancies and resulting basis
 Joint tenancy and probate avoidance
 Joint tenancy ownership of personal property
 Other problems of property ownership
Federal Estate Tax
 The gross estate
 Special Use Valuation
 Property included in the gross estate
 Traps in use of successive life estates
 Basis calculations under uniform basis rules
 Valuing growing crops
 Claiming deductions from the gross estate
 Marital and charitable deductions
 Taxable estate
 The applicable exclusion amount
 Unified estate and gift tax rates
 Portability and the regulations
 Federal estate tax liens
 Undervaluations of property
Gifts
 Reunification of gift tax and  estate tax
 Gifts of property when debt exceeds basis 
Use of the Trust
The General Partnership
 Small partnership exception
 Eligibility for Section 754 elections
Limited Partnerships
Limited Liability Companies
 Developments with passive losses
